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NOTE ON DATA SOURCES

In addition to our standard sources, we rely heavily in this report on data from the International
Monetary Fund (IMF), the National Bank of Tajikistan, and Tajikistan’s Poverty Reduction
Strategy Paper (PRSP) progress reports of June 2005 and January 2006. IMF data considered for
this report include publicly available data as of February 9, 2006.

In generd, data for Tajikistan are of reasonable quality for alow-income country, though could

be improved in some areas. A mission to prepare the Report on Observance of Standards and
Codes (ROSC) visited Tgjikistan in March 2005 and reported that compilation of data on
consumer prices, government statistics, and monetary statistics is broadly in line with sound
methodologies. The mission aso noted, however, that wider data scope of datafor national
accounts and producer prices are needed. Source data are well developed in all areas of statistics.
Coallection of balance-of-payment statistics has improved notably since 1997, with some
exceptions. Global Insight, which analyzes and forecasts macroeconomic developmentsin
Tajikistan regularly for government and private clients, finds Tgik official data adequate and uses
them in models and reports?

1 CAS team member from Global Insight was one of the writers for this report.



HIGHLIGHTS OF TAJIKISTAN'S PERFORMANCE

Economic Growth

The economy has been growing at an average rate of nearly 10 percent for
several years. Despite this, per capita GDP is still the lowest in the former
Soviet Union and has not yet returned to 1990 (pre-independence) levels.

Fixed investment is extremely low.

Poverty

Poverty rates are high, but declining, falling from 83 percent in 2001 to 68
percent in 2003. Much of the fall can be attributed to one-off factors;
Tajikistan must ensure that current growth rates translate into further poverty
reduction.

Economic Structure

Agriculture accounts for alarge share of enployment, but asmall share of
value-added, signaling low productivity in that sector. Services contribute the
most to the value-added. Industrial and agricultural sectors are dominated by
aluminum and cotton, respectively, suggesting that diversificationis needed.

Demography and
Environment

The Tajik population has been growing at rates above regional averages. The
age dependency ratio is very high, but declining. Environmental performance
is poor, particularly in regards to water.

Gender

Gender inequity is a serious problem, especially within the education system.

Fiscal and Monetary
Policy

The Tajik authorities have achieved macroeconomic stability since 2004. The
budget deficit has been brought under control, and inflation has come down to
single-digit levels.

Business
Environment

Corruption is rampant, hampering firms’ ability to conduct business. Rule of
law and regulatory quality are weak.

Financial Sector

The underdevel oped financial sector is a serious concern; monetization is
extremely low. Rising private sector credit isapositive sign.

External Sector

The current account deficit has been brought under 5 percent of GDP thanks
mainly to increased workers’ remittances. Substantial debt forgiveness
reduced foreign debt to moderate levels. A major problem is an excessive
concentration of exports on afew commodities, primarily aluminum.

Economic The quality of transportation, electricity, and communications infrastructure
Infrastructure are low and need to be improved to support investment and attract FDI.
Health Health indicators are generally comparable to regional averages, with the
noteworthy exceptions of low child immunization rates and access to
improved water sources. Government expenditure on health is extremely low.
Education While primary education indicators paint a bright picture — enrollment and

persistence rates are high — there are signs of problems within the system.
Government expenditure islow, higher education enrollment is low, and
drop-out rateis high.

Employment and
Workforce

The unemployment rate is high, although not many of the unemployed
register. Large numbers of Tajiks are working abroad, mostly in Russia.

Agriculture

Tajik agriculture is much less productive than the rest of the economy.
Cotton, the dominant crop, has suffered from collectivized privatization,
resulting in substantial dropsin productivity and financial losses.

Note: The methodol ogy used for compar ative benchmarking is explained in the Appendix.




TAJIKISTAN: NOTABLE STRENGTHS AND WEAKNESSES—
SELECTED INDICATORS

Indicator® Strength Weakness
Growth of labor productivity (%) v
Per capita GDP (PPP Dollars and U.S. Dallars) v
Red GDP growth v
Share of grossfixed investment (% of GDP) v
Share of gross fixed private invesment (% of GDP v
Population (%) below national poverty line v
Population (%) below minimum dietary energy consumption v
Adult literacy rate (%) v
Age dependency rate (dependents per worker) v
Environmental sustainability index v

Corruption perception index v
Regulatory quality index v
Rule of law index v

Money supply (M2 asa % of GDP)

Concentration of exports (top 3 exports % of total exports) v

Foreign direct investment (% GDP) v
Grossinternationa reserves (months of imports) v

Inward FDI potentia index v

Trade (% GDP) v

[Eeomomicmfastructwre

Internet users (per 1,000 people) v
Quality of infrastructure index — eectricity v

Telephone cost (average local cal) v




Telephone density (fixed line and mobile, per 1,000 people) v
Science and Technology

Patent applications filed by residents v
Health

Access to improved water source (%)
Births attended by skilled health personnel

Child immunization rate (%)

AU U NS RN

Public health expenditure (% of GDP)

Education

Net primary enrollment rate (%)

Y outh literacy rate (%) v
Employment and Workforce

L abor force participation rate (total)

Labor force participation rate (female)

Unemployment rate

Agriculture

Agriculture value added per worker (1995 U.S. dollars)
Cered yield (kilograms per hectare)

Crop production index

Livestock production index v

@ The chart identifies sdlective indicators for which Tajikistart s performanceis particularly strong or weak relative to the
benchmark standards; details are discussed in the text. The separate Data Supplement presents a full tabulation of the data
examined for this report, including the international benchmark data, along with technical notes on the data sources and
definitions.



1. Introduction

This paper is one of a series of Economic Performance Assessments prepared for the EGAT
Bureau to provide USAID missions and regional bureaus with a concise evaluation of a broad
range of indicators relating to economic growth performance in designated host countries. The
report draws on a variety of international data sources* and uses international benchmarking
againgt reference group averages and comparator countries (Bulgaria, Romania, and Russia)3 to
identify major constraints, trends, and opportunities for strengthening growth and reducing

poverty.

The methodology used here is analogous to examining an automobile dashboard to see which
gauges are signaling problems. Sometimes a blinking light has obvious implications—such as the
need to fill the fuel tark. In other cases, it may be necessary to have a mechanic probe more
deeply to assess the source of the trouble and discern the best course of action.4 Similarly, the
Economic Performance Assessment is based on an examination of key economic and socid
indicators, to see which ones are signaling problems. In some cases a“blinking” indicator has
clear implications, while in other instances a detailed study may be needed to investigate the
problems more fully and identify an appropriate course for programmatic action.

The analysisis organized around two mutually supportive goals: transformationa growth and
poverty reduction.® Rapid and broad-based growth is the most powerful instrument for poverty
reduction. At the same time, measures aimed at reducing poverty and lessening inequality can
help to underpin rapid and sustainable growth. These interactions create the potential for
stimulating a virtuous cycle of economic transformation and human devel opment.

Transformationa growth requires a high level of investment and rising productivity. Thisis
achieved by establishing a strong enabling environment for private sector development,
involving multiple el ements: macroeconomic stability; a sound legal and regulatory system,

2 sources include the latest data from USAID’ sinternal Economic and Social Database (ESDB) and
readily accessible public information sources. The ESDB is compiled and maintained by the Devel opment
Information Service under PPC/CDIE. It is accessible to staff through the USAID intranet.

3 At the request of the USAID mission, we have also included figures for Kazakhstan and the Kyrgyz
Republic in the attached data supplement.

4 Sometimes, too, the problem is faulty wiring to the indicator—anal ogous here to faulty data.

5 InUSAID’ swhite paper U.S. Foreign Aid: Meeting the Challenges of the Twenty-first Century (January
2004), transformational growth isacentral strategic objective, both for itsinnate importance asa
development goal and because growth is the most powerful engine for poverty reduction.



2 TAJIKISTAN ECONOMIC PERFORMANCE ASSESSMENT

including secure contract and property rights; effective control of corruption; a sound and
efficient financial system; openness to trade and investment; sustainable debt management;
investment in education, health, and workforce skills; infrastructure development; and sustainable
use of natural resources.

In turn, the impact of growth on poverty depends on policies and programs that creste
opportunities and build capabilities for the poor. We call this the pro-poor growth environment.
Here, too, many elements are involved, including effective education and health systems; policies
facilitating job creation; agricultural development (in countries where the poor depend
predominantly on farming); dismantling barriers to micro and small enterprise development; and
progress toward gender equity.

The present evaluation of these conditions must be interpreted with caution, because a concise
analysis of this sort cannot provide a definitive diagnosis of economic problems, or smple
answers to questions about programmatic priorities. Instead, the am of the analysisisto spot
signs of serious problems for economic growth, based on areview of selected indicators, subject
to limits of data availability and quality. The results should provide insight about potential paths
for USAID intervention, to complement on-the-ground knowledge and further in-depth studies.

The remainder of the report discusses the most important results of the diagnostic analysis, in
three sections: Overview of the Economy; Private Sector Enabling Environment; and Pro-Poor
Growth Environment. Table 1-1 summarizes the topic coverage. The Appendix provides a brief
explanation of the criteria used for selecting indicators, the benchmarking methodology, and a
table showing the full set of indicators examined for this report.

Table 1
Topic Coverage

Overview of the Economy Private Sector Enabling Pro-Poor Growth Environment
Environment

- Growth Performance - Fiscal and Monetary Policy - Hedlth
- Poverty and Inequality - Business Environment - Education
- Economic Structure - Financial Sector - Employment and Workforce
- Demographic and Environmental - External Sector - Agriculture
Conditions - Economic Infrastructure
- Gender - Science and Technology

6 A comprehensive poverty reduction strategy also requires programs to reduce the vulnerability of the
poor to natural and economic shocks. This aspect is nhot covered in the template since the focusis economic
growth programs. In addition, it is difficult to find meaningful and readily available indicators of
vulnerability to usein the template.



2. Overview of the Economy

This section reviews basic information on Tgjikistan’ s macroeconomic performance, poverty and
inequality, economic structure, demographic and environmental conditions, and indicators of
gender equity. 7 Some of the indicators cited here are decriptive rather than analytical and are
included to provide context for the performance analysis.

GROWTH PERFORMANCE

Judging by per capita GDP measured in both current U.S. dollars and Purchasing Power Parity
(PPP) terms, Tqjikistan is the poorest former Soviet republic. In 2004, its per capita GDP stood at
$328, while the average for the low-income former Soviet Republics (LI-FSR) was $400. Tajik
per capita GDP represents only a fraction of per capita GDP in Bulgaria ($3,074), Romania
($3,207), and Russia ($4,093), which, unlike Tajikistan, are all lower middle-income countries.
Tajik per capita GDP, when measured in PPP terms ($1,246), was several times higher than in
current U.S. dollars but remains well below the levelsin the LI-FSR group ($1,850), Bulgaria
($8,500), Romania ($7,642), and Russia ($10,180).

Largely as aresult of the disruption of ties with other former Soviet republics and its owncivil
war, the Tajik economy collapsed in the first half of the 1990s. By 1996, Tajik GDP stood at only
41.5 percent of the 1991 level.8 The country’ s economy started to recover in 1997, and in the past
severa years has rapidly regained lost ground. Even after severa years of nearly 10 percent
growth, however, real GDP has not returned to the level prevailing at the start of the civil war;
Tajik GDP in 2004 was still 26.7 percent below what it wasin 1991. Thisis largely because
production has not yet returned to Soviet-era levels in industry, although it has returned to those
levels in agriculture and services® From 2000 to 2004, GDP registered a strong 9.7 percent
annual average increase. In 2004, GDP grew 10.6 percent, the highest growth rate in five years.
This rate was above the range predicted by the benchmark regression for a country with

7 The separate Data Supplement provides afull tabulation of the datafor Tajikistan and the international
benchmarks, including indicators not discussed in the text, aswell as technical notes for each indicator. The
supplement also provides data for Kazakhstan and the Kyrgyz Republic at the request of the Tajikistan
mission.

8 IMF, World Economic Outlook Database, September 2005.

9 Comparing Soviet and post-Soviet levels of production must be done with caution, as the changesin
production combine structural and macroeconomic effects. In many industries, production was profitable

only under the distorted relative prices and subsidized credits; when market prices were introduced, such
production collapsed, which shows asadrop in industrial production.
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Tajikistan's characteristics, as well asthe LI-FSR average (7.1 percent), and the rates in Bulgaria
(5.7 percent), Romania (8.3 percent), and Russia (7.1 percent) (Figure 2-1).

Figure 2-1
Real GDP Growth Rate

Tajikistan’ sgrowth has been exceptionally high in the past fiveyears.
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Source: World Economic Outlook database CAS Code: 11p3

According to the Interfax news agency, Tgjik economic growth sowed to 6.1 percent year-over-
year in January—November 2005. It appears that this dowdown was largely aresult of declinesin
cotton and electricity outputs. It remains to be seen whether the declines are permanent or
temporary, caused, possibly, by bad weather.

Factors that have contributed to the strong growth of the past severa years include
macroeconomic and political stabilization, market reform, and inflows of funds from abroad in
the form of workers' remittances, loans, and grants. Economic expansion was boosted by rapidly
rising labor productivity.10 Between 1999 and 2003, productivity increased 5.9 percent per year
on average, exceeding labor productivity growth in the L1-FSR countries (4.9 percent), Bulgaria
(4.7 percent), and Romania (4.7 percent), though falling short of the level for this indicator in
Russia (7.4 percent). Labor productivity gained from improved capacity utilization, a trend
observed in many transition countries,11 and was also stimulated by fixed investment growth. The
level of fixed investment relative to GDP, however, remained very low. In 2004, it stood at

10 |abor productivity is defined here as the ratio of GDP (in constant prices) to the size of the working-
age population. The report template uses working-age population instead of work hours (the common

practice) because of data availability and to allow for comparison across countries. See technical notesin
the Data Supplement.

11 |MF, Republic of Tajikistan: Selected Issues and Statistical Appendix, Report No. 05/131, April 2005.
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13.5 percent, well below the range predicted by the benchmark regression. The share of fixed
investment in GDP in Tgjikistan was substantialy lower than that of the LI-FSR group

(16.1 percent), Bulgaria (19.6 percent), Romania (22.5 percent), and Russia (18.2 percent)
(Figure 2-2). Especialy worrisome is the low share of fixed private investment, which stood at
5.4 percent in 2004.

Figure 2-2
Gross Fixed Investment, percent of GDP

Gross fixed investment remains unacceptably low, despite recent increases
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The prospects for sustainable growth are uncertain. In some sectors, substantial unused capacity
may remain. Putting this capacity to use may enable strong growth to continue in the short tem.
The sustainability of economic expansion in the medium term will depend on the country’s ability
to raise fixed investment and ensure the efficiency of the investment. This ability will be affected
by progress in the conversion of remittances into investment and the attraction of foreign direct
investment (FDI) (see the External Sector section). Diversification of production and exports,
thereby reducing the country’s vulnerability to fluctuations in the world prices of cotton and
aluminum, will also be critical for sustaining growth.

POVERTY AND INEQUALITY

Poverty in Tgjikistan is widespread, though declining. 1n 2003, 68 percent of Tgiks lived below
the national poverty line, down from 83 percent in 2001. The 2003 rates are till higher than the
regression benchmark of 59 percent and substantially higher than levels found in Bulgaria (with
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12.8 percent), Romania (29.6 percent), and Russia (17.8 percent).12 Though poverty-rate
comparisons should be interpreted with caution because of differencesin definitions, the poverty
rate differentia is striking. Similarly, the share of people not receiving sufficient nutrition

(61.0 percent, on average, in 2000-2002) is well above the regression benchmark for a country
with Tajikistan's characteristics (37.5 percent) and all three richer comparator countries (Bulgaria
with 11.0 percent, Romania with 1.0 percent, and Russiawith 4.0 percent) (Figure 2-3).

Figure 2-3
Population below Minimum Dietary Energy Consumption, percent

Undernourishment in Tajikistan, the poorest of the former Soviet republics, remains high.
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In the presence of this widespread poverty, the fact that the share of the population living below
$1 PPP per day isjust 7.4 percent (identical to the LI-FSR average) signds that most people live
just above that poverty level.13 Thisfigure isidentical to the levels found in other LI-FSR
countries and the same is true for Tgjikistan' s performance on the poverty gap at $1 PPP per day
(1.3 for Tgjikistan and L1-FSR on average), which measures the depth and incidence of poverty.
According to the World Bank, there are regiona disparities—amost three-quarters of the poor

12 Tgjikistan does not have a self-defined poverty line. Both World Bank and IMF use the incidence of
poverty at the $2 PPP per day level to measure the percentage of people below the national poverty line. To
retain consistency between thisreport and other published reports, this CAR also adopts that definition.

13 Alternative source indicates that the share of population living on less than $1 PPP per day is actually
18 percent. See IMF, Republic of Tajikistan; Poverty Reduction Strategy Paper Second Progress Report,
Country Report No. 06/1, January 2006.
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live in the Khalton and Sugd oblasts, which account for 65 percent of the population—and that
poverty is predominantly rural. 14

According to the same source, most poverty reduction has resulted from one-time factors such as
the cessation of the civil war, the recovery from the macroeconomic shock that followed the
collapse of the Soviet Union, and an increase in migration. Migration is likely to have a direct
impact on poverty through risng wages and an indirect impact on poverty through remittance
income.

Tajikistan has had a Poverty Reduction Strategy since 2002. The government of Tajikistan
identified four main elementsin its strategy for reducing poverty: encouragement of an
acceerated, socialy fair and labor-intensive economic growth emphasizing exports; efficient and
fair provision of basic socid services; targeted support to the poorest population groups; and
efficient governance and improvement in security. |mplementation has been dower than
expected, particuarly in terms of structural reform. Although there is a consensus that economic
growth led to a decline in poverty, indicators of socia services and infrastructure failed to
improve.1®> Concerted action by the Tajik government and donor assistance agencies is needed to
ensure that economic growth trandates into further reductions in poverty.

ECONOMIC STRUCTURE

Tajik employment is highly concentrated in agriculture, and cotton accounts for about 80 percent
of employment in agriculture.16 The share of agriculture in total employment is large and
increasing. It rose from 64.4 percent in 1999 to 67.7 percent in 2003, significantly exceeding the
level of thisindicator in the LI-FSR group (51.0 percent), and especialy in more advanced
Bulgaria (26.3 percent), Romania (42.3 percent), and Russia (11.8 percent). The shares of those
employed in services and industry in 2003 stood at 24.7 percent and 7.7 percent, respectively,
below those in the LI-FSR group and the comparator countries, and, conversely to the share of
agriculture, shrank during the period under consideration (Figure 2-4).

Industry and services are much more productive than agriculture. As aresult, the Tgjik output
structure is more balanced than the employment structure. In output, the largest sector is services,
whose share in GDP climbed from 40.8 percent in 2000 to 47.7 percent in 2004, on par with the
share of servicesin the LI-FSR group (48.0 percent), though till less than in Bulgaria

(57.5 percent), Romania (52.1 percent), and Russia (60.7 percent). The shares of agriculture and
industry in Tagjik GDP shrank during this period, to 24.1 percent and 28.2 percent, respectively.

14 World Bank, Republic of Tajikistan: Poverty Assessment Update, Report No. 30853-TJ, January 6,
2005.

15 |bid; IMF, Republic of Tajikistan: Poverty Reduction Strategy Paper Progress Report, Country Report
No. 04/280, August 2004; and IMF, Republic of Tajikistan: Poverty Strategy Paper Second Progress
Report, Country Report No. 06/1, January 2006.

16 World Bank, PSIA Summary — Tajikistan Cotton Sector Reform, see http://web.worldbank.org/
whbsite/external/topics/extpoverty/
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Figure 2-4
Output Sructure and Wor kforce Sructure, percent of GDP

Agriculture accounts for two-thirds of the workfor ce but has extremely low productivity.
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Industry contributes to GDP more in Tgjikistan than, on average, in the L1-FSR group, though
less than in Bulgaria, Romania, and Russia. The most important industrial sector by far is
aluminum production.1? By contrast, the share of agriculture in GDP in Tgjikistan is less than in
the LI-FSR group, but more than in the comparator countries. Cotton is the main Tgjik crop. The
outputs of aluminum and cotton are still below their pre-independence levels.

According to the International Finance Corporation (IFC), whose report was based on data from
the State Statistics Committee of the Republic of Tgjikistan, the number of employed in the small
and medium business sector increased 33.4 percent between 1999 and 2002, reaching 25 percent
of total employment.18 The share of this sector in GDP aso rose during this period, though not
quickly, from 29.3 percent to 35.3 percent.

Tajik agriculture’ s large share in employment poses agreat challenge for poverty reduction
because of the low productivity of that sector. It is difficult to see how rising employment in
agriculture sector can be anything but a negative for transformational devel opment, especialy
given the heavy concentration in cotton within that sector, where productivity has fallen
substantially and most of the sector is operating inefficiently. 1% Donor assistance agencies may
help Tajikistan improve agricultura productivity and shift employment to nonagricultural sectors,

17 The share of aluminum production val ue added in manufacturing val ue added exceeds 40 percent
(IMF, "Republic of Tajikistan: Selected Issues and Statistical Appendix,” Report No. 05/131, April 2005).

18 |FC, Business Environment in Tajikistan as Seen by Small and Medium Businesses, 2003.
19 |bid.
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aswell as support ongoing efforts to privatize cotton farming and improve the oligopolistic
marketing and supply chain in cotton. The country may aso benefit from support in SME
development.

DEMOGRAPHY AND ENVIRONMENT

The Tqjik population grew at a 1.9 percent annua average rate in 2000-2004, reaching

6.7 million in 2004. This contrasts markedly with the performance of many Eastern European and
former Soviet countries, where population has been stagnant or has declined; according to the
United Nations World Population Prospects, during the same period, the population contracted in
Bulgaria, Romania, and Russia.29 Population growth for the LI-FSR countries averaged 0.8
percent annually over the same period. The United Nations projects significant continued
population growth in Tgjikistan. By 2030, the number of people in the country will reach 9.2
million, a 37 percent increase from 2004. At the same time, the Bulgarian, Romanian, and
Russian populations are projected to decline rapidly.

The total age dependency ratio in Tgjikistan is very high but has been declining. Because of the
reduction in the ratio of children to workers, the total age dependency rate in Tgjikistan declined
from 0.80 dependents per worker in 1999 to 0.70 in 2003, within the range predicted by the
benchmark regression. Nevertheless, it still substantially exceeds the LI-FSR average (0.62) and
the rates in Bulgaria (0.44), Romania (0.44), and Russia (0.42) (Figure 2-5).The UN projects that
the dependency rate in Tgjikistan will continue to decline in the next 25 years thanksto a
substantia decrease in the young age dependency rate, which will more than offset adight risein
the old age dependency rate.?! This contrasts favorably with projected dependency rate increases
in Bulgaria, Romania, and Russia. Overall, athough the projected changes in the age structurein
Tajikistan and the consequent decline in the dependency rate are favorable, the country’' s
authorities will need to prepare for aheavier financia burden for care for the elderly.

The adult literacy rate in Tgjikistan was a near-perfect 99.5 percent in 2003, above the range
predicted by the benchmark regression and the rates in Bulgaria (98.6 percent) and Romania
(97.3 percent). Literacy rates exceeding 99 percent are common in the former Soviet Union—for
Russia and on average for the LI-FSR countries, the latest figures are 99.6 percent and

99.2 percent, respectively.

The Tajik Environmental Sustainability Index of 38.6 in 2005 (on a scale from O for poor
performance to 100 for excellent performance) points to serious environmental problems. Thisis
below the range predicted by the benchmark regression, the L1-FSR average (46.9), and the
indicesin Bulgaria (50.0), Romania (46.2), and Russia (56.1). Analysis of index components
indicates that the most troubled areas of Tgjik environmental sustainability are basic human
sustenance, environmental health, and international collaborative efforts. Water is a magjor issue

20 United Nations, World Population Prospects database.
21bid.
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in Tgjikistan. On the three water indicators—quality, quantity, and reducing water stress—
Tajikistan scores well below the peer group average.

Figure 2-5
Age Dependency Rate, Dependents per Worker

Age dependency rate has been falling, but remains high absolutely and relative to richer
comparator countries.
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Tajikistan' s performance in terms of gender equity is poor. According to the World Bank, the
gender gap in Tgjikistan isthe worst in the region. 22 Performance is especialy poor in the school
system. Tgjikistan' sratio of male to female gross enrollment rates at all levelswas 1.19in
2003—82 percent of males were enrolled, compared to 69 percent of females. The gender ratios
in the comparator country group and countries were al much better (Figure 2-6). In the LI-FSR
group the ratio was 1.01, and in Bulgaria, Romania, and Russia the ratios were al below one. The
gender gap is higher for secondary and tertiary education and is particularly problematic in rural
areas. 23 Addressing the educational needs of girlsis a must.

In contrast, the performance on literacy indicates equality, with amale-to-femaleratio of 1.0 in
2003. Theratio is aresult of nearly universal literacy, with rates above 99 percent for both males

22 The World Bank argues that gender inequality isworse in Tajikistan than in other Eastern European
and Central Asian countries. World Bank, Republic of Tgjikistan: Poverty Assessment Update, Report No.
30853-TJ, January 6, 2005.

23 World Bank, Tajikistan: Poverty Assessment Update.
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and females. The ratio is roughly identical to those for the comparator country group and
countries, al of which were around 1.00.

Figure 2-6
Male-to-Female Gross Enrollment Rate, All Levels

Gender inequity, especially in the education system, is a serious problem.
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Asin many other countries, women in Tgjikistan are expected to live longer than men (66.3 years
in 2003, compared to 61.0 years), which trandates into a mae-to-female life expectancy ratio of
0.92. Thisratio is similar to the 0.91 average in the L1-FSR and the 0.90 ratios in Bulgariaand
Romania (though above the low 0.83 ratio in Russia).






3. Private Sector Enabling
Environment

This section reviews indicators for key components of the enabling environment for encouraging
rapid and efficient growth of the private sector. Sound fiscal and monetary policies are essential
for macroeconomic stability, which is a necessary (though not sufficient) condition for sustained
growth. A dynamic market economy aso depends on basic institutional foundations, including
secure property rights, an effective system for enforcing contracts, and an efficient regulatory
environment that does not impose undue barriers on business activities. Financia ingtitutions play
amajor role in mobilizing and alocating saving, facilitating transactions, and creating
instruments for risk management. Access to the global economy is another pillar of a good
enabling environment, because the external sector is a central source of potential markets and
modern inputs, technology, and finance, as well as competitive pressure for efficiency and rising
productivity. Equally important is development of the physical infrastructure to support
production and trade. Finally, devel oping countries need to adapt and apply science and
technology as abasis for attracting efficient investment, improving competitiveness, and
stimulating productivity growth.

FISCAL AND MONETARY POLICY

Tajikistan authorities have managed to achieve macroeconomic stability in recent years. The
budget deficit was brought down and remains under control, government efforts to improve and
rationalize government revenue collection appear to have been successful, and expenditures have
remained in check. At the same time, further improvements are necessary.24

The government budget deficit declined steadily from 5.6 percent of GDP in 2000 to 1.8 percent
in 2003 before rebounding dightly to 2.4 percent in 2004. At this level, the deficit is likely to be
sustainable, but it islarger than the regression estimate (0.2 percent) and the average deficit in the
LI-FSR (1.4 percent). The reduction in the deficit was accompanied by growth in both revenues
and expenditures so that the government’ s share in the economy has increased by either measure
(Figure 3-1). The share of government revenue in GDP rose at an average annual rate of

6.1 percent in the past five years, increasing from 13.6 percent of GDP in 2000 to 17.3 percent in

24 |n 2005, the WDI adopted a new system for classifying fiscal data, although most developing countries
still use the old classification. The WDI database therefore has fiscal datafor few developing countries;
because of the limited sample size, most of the group averages derived from WDI are not meaningful. In
this section, comparisons are based on absolute standards, or benchmarks derived from 2004 WDI data, as
well as figures for Bulgaria, Romania, and Russia.



2004. Nonetheless, it remains substantially below levels in the comparator countries or the L1-
FSR average of 24.7 percent. A tax code revision that went into effect in 2005 has reduced
incentives for tax avoidance, improved collections, and broadened the tax base, thereby leading to
higher revenues in 2005.25

Figure 3-1
Government Revenue, percent of GDP

Tajik revenue mobilization efforts have led to higher revenues; the trend needs to continue.
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Expenditure remained in check, rising at a dower pace than revenues and reaching 20.3 percent
of GDPin 2004. This level is above the regression benchmark of 15.7 percent for a country with
Tajikistan' s characteristics, but well below the LI1-FSR average of 28.3. It is aso much lower than
in Bulgaria, Romania, and Russia 37.5, 32.3, and 22.9 percent, respectively. The government of
Tajikistan recognized the need to retain qualified personnel and increased wages in the public
sector in 2005. 26 The increase was a one-off effort to help public sector wages catch-up with
wages in the private sector, and is unlikely to cause an increased deficit, given rising revenues.

25 |MF, Tajikistan: Selected | ssues and Statistical Appendix.
26 1bid.
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On the monetary side, inflation has finally subsided because of more prudent policy. Inflationin
2004 stood at 7.1 percent, below the regression benchmark of 10.6 percent, the LI-FSR average
of 8.0, and the values for Romania (11.9 percent) and Russia (10.9 percent). Bulgaria’ sinflation
was 6.1 percent (Figure 3-2). The current
rate is a remarkable achievement
considering that in 2000 and 2001 inflation
was above 30 percent per year, and
especialy considering that the monetary
authorities have targeted the exchange rate
and growth in monetary aggregates
aternatively, with limited availability of
instruments. The decision to focus monetary
policy on reducing money supply growth
was instrumental in this success, as the
growth rate of the broad money supply
decreased 78.2 percent in 2000 to 14.3 percent in 2004. The government of Tgjikistan has
identified developing additional instruments as its key objective;?” “onor assistance in the area
may be needed.

IMF Program Statusfor Tajikistan
Tajikistan just completed its sixth review under the three-
year Poverty Reduction and Growth Facility. The authorities
commended the Tajik government for its macroeconomic
policies and structural reform, but stressed the importance of
proceeding with reforms. A new three-year arrangement has
been approved. In December 2005, the IMF approved
100 percent debt relief for Tajikistan under the Multilateral
Debt Relief Initiative to make funds available for Tajikistan
to make progress in achieving its Millennium Devel opment
Goals.

Figure 3-2
Inflation Rate

Inflation appears to have been finally brought under control.
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27 IMF, Republic of Tajikistan: Article IV Consultation and Fourth Review under the Poverty Reduction
and Growth Facility, Country Report No. 05/132, April 2005.



BUSINESS ENVIRONMENT

Ingtitutional barriers to doing business, including corruption in government, are critical
determinants of private sector development and prospects for sustainable growth. Corruption
remains the foremost problem in Tgjikistan (Figure 3-3). Tgjikistan scores 2.1 on the Corruption
Perception Index, a scale of 1 (for widespread perceived corruption) to 10 (for no perceived
corruption). 28 The score is worse than the LI-FSR average and the values for al three comparator
countries. More substantially, in absolute terms, Transparency International classifies any score
below 3.0 as rampant corruption. Thisis borne out by a recent survey of 4,000 Tgjik firms, which
reported that more than 80 percent of respondents had to pay a bribe to tax inspectors, and about
75 percent had to pay a bribe to obtain alicense or a permit.29

Figure 3-3
Corruption Perception Index

Corruption iswidespread, as CPI value below 3.0 is said to indicate rampant corruption
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Tajikistan' s performance on rule of law and regulatory quality are also weak on an absolute scale.
Tajikistan scores -1.2 on the Rule of Law Index (from —2.5 for poor to 2.5 for excdlent), within
the range predicted by the regression benchmark and on par with the -1.1 L1-FSR average, but
below the vaues for Bulgaria (0.1), Romania (-0.2), and Russia (-0.7). The T4jik score on the
Regulatory Quality Index, -1.2, on a scale of -2.5t0 2.5 is poor—below the LI-FSR average (-0.8)

28 Most of the data for this section comes from the World Bank’ s Doing Business database. Tajikistan,
however, is not covered by the survey. Therefore, some nonstandard indicators were considered.

29 World Bank and European Bank for Reconstruction and Development, Business Environment and
Enterprise Performance Survey (BEEPS), 2002-2003.
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and the values for the comparator countries (Bulgariawith 0.6, Romaniawith -0.1, and Russia
with -0.5).

There are other signs that the business environment is not friendly. Protection of property rights is
inadequate (the Property Rights Index for Tgjikistan is 3.6 on ascae of 1 to 7,) and the burden of
government regulations is heavy (Tgjikistan scores 2.7 on a similar index).30

In a 2004 report the IMF assessed the Tajik authorities actions for improving the business
environment as inadequate and discussed the need to reduce administrative barriers, streamline
business processes, combat corruption, and promote transparency.3! Barriers to doing business in
Tajikistan are high, discouraging private sector development and investment (both domestic and
foreign). Given the very low level of private sector investment and high levels of poverty in the
country, action in this areais vital. Donor programs to improve the business environment will be
beneficial to Tajikistan' s growth potential.

FINANCIAL SECTOR

A sound and efficient financia sector is akey to mobilizing saving, fostering productive
investment, and improving risk management. The Tgjik financia sector remains small and wesak,
though there are recent positive signs of improvement in the sector.

The degree of monetization of the Tajik economy is nearly the lowest in the world (Figure 3-4).
Although the ratio of the broad money supply (M2) to GDP increased to 7.2 percent in 2004 from
6.6 percent in 2000, monetization remains below all benchmarks—the L1-FSR average, the
regression estimate for a country with Tajikistan' s characteristics, and the values for Bulgaria,
Romania, and Russia. The stabilization of the exchange rate has yet to trandate into higher
domestic confidence in the national currency; roughly 70 percent of bank deposits are madein
dollars.32

The Tagjik financia sector still has many characteristics of Soviet ingtitutions and now faces
challenges that other transition economies have faced in the past two decades. The National Bank
of Tajikistan has outstanding loans to the private sector, as evident from the claims on private
sector entry in its accounts. Asistypica of countries at this stage of the transition, many of those
creditsare to large, financially troubled firms in so-called strategic sectors such as energy utilities
and therefore, indirectly, energy-intensive industries. Not only does the engagement of the
Nationa Bank in lending undermines efforts at structura reform, it creates unfair competition for
private commercia banks; and more important, the conflict of interests reduces the independence
of the National Bank of Tgjikistan, which is necessary for effective monetary policy. According

30 Global Competitiveness Report 2005. The Property Rights Index ranges in value from 1 (for poorly
defined and not protected) to 7 (for well defined and protected). The Burden of Government Regulations
Index, too, rangesin value from 1 (for burdensome compliance with government administrative
requirements) to 7 (for non-burdensome compliance with government administrative reguirements).

31 IMF, Tajikistan: Joint Assessment of the Poverty Reduction Strategy Paper Progress Report.
32 |MF, Tajikistan: Selected Issues and Statistical Appendix



to the IMF, the national bank plansto sall some of the loans it made in the mid-1990s and thus
move away from lending. 33

Figure 3-4
Money Supply (M2), percent of GDP

The underdevel oped financial sector isa major constraint to doing business.
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Domestic credit to the private sector stood at 17.1 percent of GDP in 2004, up from 14.0 percent
in the previous year, but down from 22.8 percent in 2001. At the 2004 level, credit is above the
LI-FSR average (14.0 percent of GDP) and the rate in Romania (9.5 percent), but substantially
below levels found in Bulgaria (27.6 percent) and Russia (20.9 percent). Credit to the private
sector needs to rise to stimulate investment, economic activity, and SME development. Credit to
the private sector in Tajikistan has grown faster than in the other former Soviet republics,
indicating improved confidence and much-needed financia degpening. 34

In addition to the growth in the ratios of money and credit to GDP are other fledgling signs of
improvement. The interest rate spread (Iending rate minus deposit rate) fell from 21.0 percent in
2000 to 6.9 percent in 2004. If the spread remains at these low levels, this would indicate
increased banking efficiency.

33 IMF, Tajikistan: 2004 Article 1V Consultation and Fourth Review under the Poverty Reduction and
Growth Facility.

34 IMF, Tqjikistan: Selected Issues and Statistical Appendix.
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For Tajikistan, building on the recent achievements in the financial sector is amust. According to
arecent survey, lack of access to financing was cited as one of the most significant problemsin
doing business:3> Donor programs to strengthen the financial sector and improve its efficiency
therefore may be warranted. Programs to facilitate and encourage the entry of foreign banks,
strengthen governance and regulations, and improve the availability of microfinance are some
options. It will be particularly important that efforts to increase credit availability to the private
sector for investment be accompanied by more effective enforcement of prudentia regulations
and monitoring of credit quality if Tgjikistan isto avoid some of the problems experienced by
other countries at asimilar stage of financial sector trangtion.

EXTERNAL SECTOR

Fundamental changesin international commerce and finance, including reduced transport costs,
advances in telecommunications technology, and lower policy barriers, have fueled a rapid
increase in globa integration in the past 25 years. The internationa flow of goods and services,
capita, technology, ideas, and people offers great opportunities for Tgjikistan to boost growth and
reduce poverty by stimulating productivity and efficiency, providing access to new markets and
ideas, and expanding the range of consumer choice. Globalization also creates new challenges:
the need for institutions, policies, and regulations to take advantage of international markets;
develop cost-effective approaches to cope with adjustment costs; and establish systems for
monitoring and mitigating the associated risks.

Developments in Tagjikistan' s externa sector have been generally positive in recent years. The
current account deficit has declined to reasonable levels thanks to a large increase in workers
remittances and economic stabilization efforts, and the externa debt has declined to sustainable
levels thanks to substantial foreign debt restructuring and cancellations and rapid GDP growth.
Tajikistan has not been successful in attracting FDI, but this may change, because Russiaand
other countries are considering major investment projects. The country’ sreliance on foreign aid is
substantial but declining. An important outstanding issue is the country’ s heavy reliance on
aluminum exports.

International Trade and the Current Account

The value of Tgjik foreign trade (exports plus imports) accounted for 112.2 percent of GDPin
2004. Although the trade-to-GDP ratio declined from 140.3 percent of GDP in 2001, it remained
very high even for asmall country such as Tajikistan. Thisratio far exceeded the range predicted
by the benchmark regression and the ratios in the L1-FSR group (109.8 percent), Bulgaria (116.2
percent), Romania (71.6 percent), and Russia (52.6 percent). The outstanding volume of trade
relative to GDP in Tgjikistan is especialy remarkable given the country’ s landlocked location and
the limited number of international transportation routes.36

35 bid.

36 According to the IMF, all commercially viable export roads from Tajikistan go through Uzbekistan.
The harassment of Tajik traders at the Uzbek border, bribe extortion, and delays are a major obstacle to the
expansion of Tajik exports, especially of perishable goods (Tgjikistan, Selected | ssues and Statistical
Appendix).



Tajik foreign trade expanded steadily from 1999 to 2003, with exports of goods and services
rising 9.2 percent, on average3’ Tgjik export growth was within the range predicted by the
benchmark regression. Although it is higher than the latest figures for the LI-FSR (6.5 percent),
Bulgaria (8.0 percent), and Romania (8.2 percent), it was far less than Russian export growth
(33.9 percent), which was stimulated by high world oil prices.

Tajik exports are highly concentrated. In 2004, auminum accounted for 61.6 percent of Tgjik
merchandise exports, and the top three commaodities, which in addition to aluminum include
cotton and electric power, made up 85.5 percent of exports.38 Export concentration in Tgjikistan
was much higher than in the comparator countries. In Bulgaria and Romania, the top three
commodities accounted for 17.4 percent and 24.0 percent of exports, respectively. Evenin
Russia, which depends heavily on just two commodities, these commodities' share was lower
(54.3 percent) than the share of one commodity, duminum, in Tgjikistan.

Export diversification is necessary for Tagjikistan to protect itsdf from fluctuations in the world
prices of aluminum and cotton and shift exports to higher value—added goods. Progressin this
area depends on improvement in regional cooperation, including the resolution of issues related to
the crossing of the border with Uzbekistan. At the same time, much has to be done domestically.
One area in which serious government efforts are badly needed is transportation infrastructure, as
discussed in the Economic Infrastructure section. Although the foreign trade policy environment
is average by regiona standards, its improvement could stimulate exports. The Trade Policy
Index, which measures the degree to which government hinders the free flow of foreign
commerce (from 1 to 5), improved from 5.0 in 2000 to 3.0 in 2001 and remained at this level
through 2004. Thisis on par with Russia (3.0), though better than in the LI-FSR group (3.5),
Bulgaria (4.0), and Romania (4.0).

Remittances and foreign aid stimulated strong domestic demand in 2000—-2004. The counterpart
to these inflows was arapid growth in imports, resulting in a foreign trade deficit averaging

10.6 percent ayear. The large flows of remittances and other current transfers was sufficient,
however, to offset the rise in imports, so that the current account deficit narrowed from

6.2 percent of GDP in 2000 to 2.8 percent in 2004. This leve is below the range predicted by the
benchmark regression and less than the deficits in Bulgaria (8.4 percent) and Romania

(5.8 percent). At the same time, it exceeded the average deficit in the L1-FSR countries

(2.0 percent of GDP). Russiaran an 8.3 percent current account surplus in 2003.

Workers' remittances are expected to remain a mgjor source of externa financing; Tgjikistan
therefore could benefit from donor assistance in channeling remittances to the formal financia
system and transforming them into domestic investment.

37 The standard CAR indicator measures growth of export in local currency units, data for which are
available only through 2003. Growth of exports measured in US dollars was over 20 percent in both 2003
and 2004 (IMF, Republic of Tajikistan: Fifth Review under the Poverty Reduction and Growth Facility,
Country Report No. 05/368, October 2005.)

38 The National Bank of Tajikistan.
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International Financing and External Debt

The rapidly increasing remittance payments of Tajiks working abroad have played an important
role in stimulating domestic consumption and the growth of GDP in the past severa years.
Remittances have aso been the key source of financing the trade deficit, as noted above. The
statistical estimates for remittances are imprecise. According to the IMF, the share of remittances
in Tajik GDP ranges from 21 percent of GDP to 50 percent.39 Almost al remittances (92 percent)
come from Russia.

Tajikistan relies heavily on foreign aid. Although the share of aid in GNI shrank from a high of
16.8 percent in 2001 to 9.9 percent in 2003, it still exceeded the average aid-to-GNI ratio in the
LI-FSR countries (7.5 percent) (Figure 3-5). Theratio in Tgjikistan was also severa times higher
than those in Bulgaria (2.1 percent), Romania (1.1 percent), and Russia (0.3 percent). In our
judgment, Tajikistan's reliance on foreign aid is not excessive, given the country’ s relatively
recent civil war, landlocked location, poverty, and low average income. This s reinforced by the
fact that Tgjikistan is very much in the midst of its transition to a market economy, with weak
market institutions and substantial structural distortions. Nonetheless, aid dependence is still a
major risk factor for Tajikistan.

Figure 3-5
Foreign Aid, percent of GNI

Aid dependency is high—not surprising for a poor country that went through a decade of civil
unrest and economic instability.
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39 IMF, Tqjikistan: Selected Issues and Statistical Appendix.



The latest available figures on total external debt relative to GNI in Tgjikistan are for 2003 and
indicate high debt levels. There have been substantial restructuring and write-offs since then,
however, and the current levels are much lower, most likely on par with the debt level in
Romania.

Tajikistan had no external debt when the country became independent in 1991. The severe
economic and political problems of the 1990s resulted in the explosive accumulation of debt.
Debt levels began to decline around 2000, thanks to political and economic stabilization.
According to the World Development Indicators (WDI), the present value of debt declined from
87.4 percent of GNI in 2000 to 77.0 percent in 2003. Although still high, substantially exceeding
the debt present value-to-GNI ratios in Romania (46.0 percent) and Russia (52.1 percent), this
was within the range predicted by the benchmark regression and less than the average ratio in the
LI-FSR group (86.1 percent) as well asthe ratio in Bulgaria (85.5 percent). The debt-to-exports
ratio declined from a high of 11.5 percent in 2001 to 9.3 percent in 2003, below the L1-FSR
average (13.2 percent), aswell astheratio for Bulgaria (10.5 percent), Romania (17.3 percent),
and Russia (11.8 percent). The IMF noted that prudent policies helped the Tgjik authorities
reduce the debt. Also important were debt restructuring and cancellation agreements.

In 2004, thanks to agreements with Russia and ather countries and to the rapid expansion of GDP,
the ratio of the public external debt to GDP fell to 39.7 percent from 66.3 percent ayear earlier.
According to the IMF, no reliable data on the Tqjik private external debt, and thus on the total
external debt, are available. Most of the private external debt in 2004, estimated at 7 percent of
GDP, was incurred by the cotton sector. In December 2005, the IMF announced 100 percent
relief on Tgjikistan's debt to the fund incurred before January 1, 2005, and still outstanding,
amounting to roughly $99 million (12.0 percent of the 2004 public external debt).40

FDI in Tgjikistan was very low in 2000—-2003, averaging 1.8 percent of GDP ayear.#! Thiswas
less than the latest available FDI-to-GDP ratios in the LI-FSR group (2.2 percent), Romania (3.2
percent), and, especialy, Bulgaria (7.2 percent). The fact that the Tajik economy was not
attractive to foreign investors was reflected in an extremely low score on the Inward FDI
Potentia Index, a mere 0.07 in 2002 on a scale of O (for very poor performance) to 1 (for
excellent performance). This was below the range predicted by the benchmark regression, the LI-
FSR average (0.13), aswell asthe indicesin Bulgaria (0.20), Romania (0.16), and Russia (0.29).
In 2004, the Tgik FDI-to-GDP ratio jumped to 13.6 percent because of a debt-for-equity swap
with Russia, which acquired the Nurek space tracking station. 42 This one-time surge in FDI is not
asign of an improved investment climate. As of this writing, Russia and several other countries
are considering substantial investments in Tgjikistan that will take advantage of Tgjikistan's

40 |nformation in the preceding two paragraph is based on (1) IMF, “IMF to Extend 100 Percent Debt
Relief to Tajikistan Under the Multilateral Debt Relief Initiative,” Press Release No. 05/303, December 23,
2005; (2) IMF, Tajikistan: Selected Issues and Statistical Appendix; and (3) IMF, Tajikistan: 2004 Article
IV Consultation and Fourth Review under the Poverty Reduction and Growth Facility; and (4) World
Economic Outlook September 2005 Database.

41 The National Bank of Tajikistan
42 |MF, Tajikistan: Selected | ssues and Statistical Appendix.
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natura resources and geographical location, primarily in the electricity, aluminum, and
transportation sectors.

The Tajik central bank’ s foreign exchange reserves are lower than the generally accepted
minimum of three months of imports necessary to ensure stability in the currency and
international transactions. In 2003, reserves amounted to only 1.3 months of imports, a marginal
increase from 0.9 month of imports in 1999. Foreign exchange reserveswere aso low by regional
standards, falling short of the range predicted by the benchmark regression, average reservesin
the LI-FSR group (2.0 months of imports), and reserves in Bulgaria (6.2 months), Romania (4.3
months), and Russia (7.4 months).

In the longer term, Tgjikistan needs assistance in devel oping a foreign debt management system
to maintain its debt at moderate levels. Tgjikistan' s government may also benefit from assistance
in trandating the numerous announcements of intended foreign investment projects into redlity,
such as assistance in the identification of investment priorities and promotion of investment
opportunities.

ECONOMIC INFRASTRUCT URE
A country' s physica infrastructure—for transportation, communications, power, and information
technology—iss the backbone for strengthening competitiveness and expanding productive

capacity.

Indicators give a conflicting picture of Tgjikistan's economic infrastructure. The Overall
Infrastructure Quality Index was 3.1 in 2005 on a scale from 1 (for poor) to 7 (for excellent), low
by absolute standards, but above the range predicted by the benchmark regression, higher than the
LI-FSR average (2.6), and marginally better than the indices in more advanced Bulgaria (2.9),
Romania (2.8), and Russia (2.9). And dthough the overal infrastructure score is higher in
Tajikistan than in the comparator countries, the indices for port, railroad, and electricity
infrastructure in Tajikistan are al lower than those in Romania, Russia, and Bulgaria.#® To some
extent, this may reflect the fact that the index is based on business leaders and entrepreneurs
perceptions.

The subjective nature of the infrastructure quality indices also revealsitsalf in the comparison of
individual modes of transportation. Although respondents rate Tgjikistan relatively highly on
overal infrastructure quality, the indices for air transport, port, railroad, and e ectricity
infrastructure in Tgjikistan are al lower than the respective component indices in Romania and
Russia. Weskness in the transportation infrastructure hinders the shipment of goods, both
internationally (see the External Sector section) and domestically. Tgjik transportation problems
are, to agreat extent, aresult of geographic location—nhigh mountains cover alarge portion of the
country.

43 Global Competitiveness Report does not calculate the Overall Infrastructure Index as an average of its
components. Rather, it israted separately per responses received to a survey guestion (see technical notes
for more details), explaining this divergence of component and overall comparisons.



The Tgjik communications sector is also “poorly developed and not well maintained; many towns
are not reached by the national network.” 44 Telephone density, measured as the number of fixed
line and mobile subscribers per 1,000 people, was only 63.0 in 2004, less than the LI-FSR
average (91.1). It was also only afraction of the rates in Bulgaria (846.9 subscribers), Romania
(523.6), and Russia (362.3). On a positive note, the cost of an average local call in Tgjikistan
(0.01) was lower than in the LI-FSR group (0.02), Bulgaria (0.3), Russia (0.2), and, especidly,
Romania (0.12), though this may be due to regulations because the telephone system is still run
by the state monopoly.

The number of Internet usersin Tgjikistan is extremely low—~0.6 per 1,000 people, miniscule
compared to the LI-FSR group (24.5), Bulgaria (80.8), Romania (190.5), and Russia (40.9).
Although telephone density was within the range predicted by the respective benchmark
regression, the number of Internet users was below its corresponding benchmark regression
range.

Tajikistan clearly can benefit from international donor support in the upgrading and extension of
economic infrastructure — especialy eectricity infrastructure. The communications sector is
growing, but an effort should be made to accelerate its expansion.

SCIENCE AND TECHNOLOGY

Science and technology are central elements of a dynamic growth process, because technical
knowledge is adriving force for rising productivity and competitiveness. Even for low-income
countries such as Tgjikistan, transformational development increasingly depends on acquiring and
adapting technology from the global economy and applying it in ways that are appropriate to their
level of development. A lack of capacity to access and usetechnology prevents an economy from
leveraging the benefits of globalization.

Unfortunately, reliable international indicators related to science and technology are not readily
available for Tajikistan. But the available information indicates that science and technology in
that country are not devel oped. The average number of patent applications filed in 1998-2002
(32.2) was very low compared to the L1-FSR regiona average (181.5) and to the number of
applications filed in Bulgaria (306) and Romania (1,486). It was only atiny fraction of the
number of applications filed in Russia (20,049), even when accounting for Tajikistan’s smaller
size and population. Tagjikistan’s score on the FDI Technology Transfer Index, which ranges from
1 (FDI brings little new technology) to 7 (FDI brings alot of new technology) , was 4.1, dightly
better than Russia’ s score of 4.0 in 2005. The Tgjik index was not high, however—below the LI
average (4.4) and below the indices for Bulgaria (4.6) and Romania (5.1)—which means that
foreign investment is not helpful in the development of technology.

44 |ndex Mundi 2004, http://www.indexmundi.com/tajikistan/tel ecommunications_profile.html.



4. Pro-Poor Growth
Environment

Rapid growth is the most powerful and dependable instrument for poverty reduction. Y et the link
from growth to poverty reduction is not mechanical. In some cases, income growth for poor
households exceeds the overall rise in per capitaincome, while in other conditions growth
benefits the non-poor far more than the poor. A pro-poor growth environment stems from policies
and ingtitutions that improve opportunities and capabilities for the poor while reducing their
vulnerabilities. Pro-poor growth is associated with improvements in primary health and

education, the creation of jobs and income opportunities, the development of skills, micrafinance,
agricultural development, and gender equality. 4 This section focuses on four of these issues:
hedlth, education, employment and the workforce, and agricultural development.

HEALTH

The provision of basic heath service is amgor form of human capita investment and a
significant determinant of growth and poverty reduction. Although health programs do not fall
under the EGAT bureau, an understanding of health conditions can influence the design of
economic growth interventions.

Tajikistan's hedlth indicators paint a mixed picture. Life expectancy, the broadest indicator of
health status, was 66.3 years for Tgjiks in 2003, on par with the LI-FSR average of 66.5 years,
higher than Russa’s rate of 65.7 years and the regression benchmark of 62.1 years, but
substantialy lower than life expectancies in Bulgaria and Romania (72.1 years and 70.1 years,
respectively). Similarly, the maternal mortality rate islow for a country with thisincome profile.
Tajikistan had 41 maternal desths per 100,000 births in 2004, compared with an average of 68 for
the LI-FSR countries, and not far from the rates recorded in Bulgaria (32) and Romania (49).

In other areas of health Tgjikistan performs poorly. The child immunization rate is 85.5 percent,
substantially worse than the LI1-FSR average and the rates in the comparator countries (Figure 4-
1). Similar comparisons hold for the births attended by skilled personnel, child manutrition
(measured by height),46 and access to improved sanitation and water sources.

45 Thisreport does not cover emergency relief because it focuses on economic growth performance.

46 The standard CAR indicator is the prevalence of child malnutrition measured by weight at a particular
age. Because these data are lacking for Tajikistan, the measure in terms of height is considered.



Figure 4-1
Child Immunization Rate

The child immunization rate, as an indicator of the health system, is below benchmark values
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According to UNICEF and WHO, Tgjikistan has the poorest supply of drinking water in the
world.47

Public health expenditure is not sufficient to improve troubling health indicators. At 0.90 percent
of GDP in 2004, public spending on health was unchanged from 1999 and well below the LI-FSR
average (2.35 percent) and the rates of Bulgaria (4.45 percent), Romania (4.15 percent), and
Russia (3.46 percent). Because Tgjikistan is the poorest country in its group, in absolute terms,
this low level of expenditure is an even greater source of concern than for other L1-FSR countries.
According to the IMF, the government of Tgjikistan is substantially increasing its spending on
health in 2006 (to 3 percent of GDP).#8 Improving the health system and infrastructure should be
a high priority for the government and international donors.

EDUCATION

Some education indicators for Tgjikistan paint a miseading picture of awell-off system. Asin the
comparator countries and the region, the youth literacy rate is nearly perfect—99.8 percent—well
above the regression benchmark of 85.5 percent (Figure 4-2). Tgjikistan's 97.5 percent net
primary enrollment rate for 2002 is above al benchmarks—the regression estimate of 75 percent,

47 |MF, Tajikistan: Poverty Reduction Strategy Paper Second Progress Report.
48 |MF, Tajikistan: Fifth Review under the Poverty Reduction and Growth Facility.
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the LI-FSR average of 84.2 percent, and the rates in Bulgaria (90.4 percent), Romania
(88.9 percent), and Russia (89.7 percent).

Figure 4-2
Net Primary Enrollment Rate

Net primary enrollment rate is higher than all benchmark values
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Nonetheless, some problems are apparent. Unfortunately, expenditure on primary education
remains low—just 2.14 percent of GDP in fiscal 2006—making it unclear whether the high
primary enrollment rates can be sustained in the long term. In absolute terms, considering the low
GDP leves in Tgjikistan, the figure is even more daunting. And enrollment rates decline
precipitously as one moves to higher education levels. Net secondary enrollment in Tajikistan
was 79.5 percent in 2001, below the rates in Bulgaria (86.7 percent) and Romania

(80.0 percent).4° UNICEF Innocenti Social Monitor 2004 reports gross enrollment rates for
generd secondary enrollment of just 19.1 percent in 2002 (down from 40.4 percent in 1989).
Gross tertiary enrollment ratesin Tajikistan are just 16.4 percent, well below the rates in Bulgaria
(37.7 percent), Romania (30.4 percent), and Russia (69.7 percent). Moreover, the IMF and others
have noted that “vocationa schools and secondary specia educational institutions do not teach
skills for demands of the current labor market.” 50 Rather, the curriculum remains geared to a
planned economy. The same source reports that the dropout rates are high.

49 World Development Indicators 2005. Data for Russia are not available. Similar data are reported in the
UNESCO EFA Globa Monitoring Report 2005.

50 IMF, Tgjikistan: Poverty Reduction Strategy Paper Progress Report.



Government and donor attention to making education (especialy at the secondary level)
accessible to girls and the poor is necessary for poverty alleviation, transformational economic
growth, and increased labor productivity.

EMPLOYMENT AND WORKFORCE

Productive employment serves a society by providing livelihoods and reinforcing social cohesion.
Strong economic expansion in Tajikistan has been accompanied by steady growth in the labor
force; at an annua average rate of 2.4 percent in 1999-2003, labor force growth dightly outpaced
population growth. The total |abor force participation rate rose marginaly, from 70.7 percent to
71.5 percent, during this period, remaining below the range predicted by the benchmark
regression, the LI-FSR average (73.9 percent), and the rates in Bulgaria (73.6 percent) and Russia
(77.5 percent). This was due mostly to alow labor force participation rate for women

(64.7 percent). At the same time, the total labor force participation rate in Tgjikistan was greater
than in Romania (67.9 percent), where the rate has been low because of the extensive use of early
retirements in closing down Soviet-era heavy industry.

The Tgjik official unemployment rate was 2.2 percent in 2004. However, this figure takes into
account only the number of registered unemployed, which is only afraction of the number of
actua unemployed. The ILO-defined unemployment rate was estimated at 11.3 percent in 2002,
with the urban unemployment rate exceeding the rura rate.>! Thisrate was higher than the
average for LI-FSR (6.8 percent) and the rates of Romania (8.4 percent) and Russia (8.6 percent),
though significantly less than in Bulgaria (17.6 percent).

A great number of Tgjiks—17 percent of the economically active population, according to the
country’ s authorities—seek employment abroad, primarily in Russia. However, this may belessa
result of the lack of employment opportunitiesin Tgjikistan than of substantially higher incomes
in Russia. The large number of migrants presents both challenges and opportunities for
Tajikistan. Tapping this potential by employing these workers domestically could be an important
source of economic growth; in fact, high growth rates may be difficult to sustain otherwise.
Workers' remittances nonetheless provide important finance for the economy, and sustaining
growth in productivity as well asin the wages and profits necessary to retain workers may be
difficult without them. Some of these problems may be due to labor market rigidities, but the lack
of evidence makesit difficult to say. Donor assistance can help identify labor market rigidities as
well as address broader economic growth concerns, such as removing obstacles to investment,
whichwill generate more, and higher-paid, employment.

AGRICULTURE

Tajik agriculture posted strong growth in 2000-2004, with crop and livestock outputs increasing
66.1 percent and 58.6 percent respectively over the average 1999-2001 levels. To a great extent,
this was a recovery from the production collapse in the first half of the 1990s. As mentioned in

51 Based on ADB funded monitoring assessment, see IMF, Tajikistan: Poverty Reduction Strategy Paper
Progress Report. The World Bank estimates are similar, showing that unemployment decreased from
16 percent in 1999 to 12 percent in 2003. See IMF, Republic of Tajikistan: Poverty Reduction Strategy
Paper Second Progress Report.
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the Economic Structure section, judging by value added per worker, Tajik agriculture is much
less productive than the rest of the economy. It is not in good shape by regiond standards, either,
despite the improvement made in the past several years. In 2003, a Tgjik agricultural worker
generated $454 of added vaue in constant 1995 prices, well below per worker agricultural added
vaue in the LI-FSR group ($834), and in the more advanced Bulgaria ($6,826), Romania
($3,621), and Russia ($2,323) (Figure 4-3).

Figure 4-3
Agriculture Value Added per Worker, in constant 1995 US$

Agricultural value added in agriculture is extremely low, both absolutely and relative to
benchmarks.
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The Agricultural Policy Costs Index for Tajikistan stood at 3.0 in 2005, low by absolute standards
and signaling that the cost of agricultura policy is burdensome. The Agricultura Policy Costs
Index ranges from 1 (the cost of agricultural policy is excessively burdensome) to 7 (the cost of
agricultural policy balances all economic agents' interests). Although the Tgjik index is dightly
better than the indicesin Bulgaria (2.7), Romania (2.9), and Russia (2.8), one should be cautious
about concluding that Tgjik agricultura policy is better than in the three comparator countries,
because the index is based on executives' perceptions, and therefore is subjective.

Despite recent growth, the production of several important crops in Tgjikistan, including cotton,
the main exported crop, has not reached pre-transition levels.52 It is essentia that the government
undertake the necessary reforms to put the cotton sector on a viable economic footing, given its

52 |MF, Tajikistan: Selected Issues and Statistical Appendix.



central role in the economy particularly employment. The development of cotton production may
depend on improvement in the financial situation of this heavily indebted sector, which in turn
relates to questions of productivity and environmental sustainability (see the discussion of water
under Demography and Environment). Tgjikistan may benefit from an assessment of the relative
costs and benefits of trying to return to pre-transition agricultura production levels compared to
diversifying into more productive and sustainable sectors outside and within agriculture.
International donor organizations may help Tajikistan diversify its agricultural exports, atask
linked to the facilitation of transportation within the country and at border crossings.



Appendix

CRITERIA FOR SELECTING INDICATORS

This economic performance evaluation is designed to balance the need for broad coverage and
diagnostic value, on the one hand, and the requirement of brevity and clarity, on the other. The
analysis covers 15 economic growth—related topics and just over 100 variables. For the sake of
brevity, the write-up in the text highlights issues for which the “ dashboard lights’ appear to be
signding problems and that suggest possible priorities for USAID intervention. The
accompanying table provides afull list of indicators examined for this report. The separate Data
Supplement contains the complete data set for Tajikistan, including data for the benchmark
comparisons, and technical notes for every indicator.

For each topic, the analysis begins with a screening of primary performance indicators These
“level 1" indicators are selected to answer the question, Is the country performing well or not in
this area? The set of primary indicators aso includes descriptive variables such as per capita
income, the poverty head count, and the age dependency rate.

When leve | indicators suggest weak performance, the analysis proceeds to review a limited set
of diagnostic supporting indicators. These level 11 indicators provide additional details or shed
light on why the primary indicators may be weak. For example, if economic growth is poor, data
on investment and productivity can be diagnostic indicators. If a country performs poorly on
educational achievement, as measured by the youth literacy rate, spending on primary education
and the pupil-teacher ratio can be determinants.>3

The indicators have been selected on the basis of the following criteria. Each must be accessible
through USAID’ s Economic and Social Database or convenient public sources, particularly on
the Internet. They should be available for alarge number of countries, including most USAID
client states, to support the benchmarking analysis. The data should be sufficiently timely to
support an assessment of country performance that is suitable for strategic planning purposes.
Data quality is another consideration. For example, subjective survey responses are used only
when actua measurements are not available. Aside from afew descriptive variables, the
indicators must also be useful for diagnostic purposes. Preference is given to measures that are
widedly used, such as Millennium Development Goal indicators, or evaluation data used by the
Millennium Challenge Corporation. Finaly, an effort has been made to minimize redundancy. If
two indicators provide similar information, preference is given to the onethat is smpler to

53 Deeper analysis of the topic using more detailed data (level 111) is beyond the scope of papersin this
series.



understand or more widely used. For example, both the Gini coefficient and the share of income
accruing to the poorest 20 percent of households can be used to gauge income inequality. We use
the income share because it is smpler and more sensitive to changes.

BENCHMARKING METHODOLOGY

Comparative benchmarking is the main tool used to evaluate each indicator. The analysis draws
on severa criteriarather than a single mechanica rule. The starting point is a comparison of
performance in Tqjikistan relative to the average for countries in the same income group and
region—in this case, former Soviet republics with low income.>* For added perspective, three
other comparisons are examined: (1) the global average for this income group; (2) respective
values for three comparator countries selected by the Tgjikistan mission (Bulgaria, Romania, and
Russia); and (3) the average for the five best- and five worst-performing countries globally. Most
comparisons are framed in terms of values for the latest year of data from available sources. Five-
year trends are al so taken into account when this information sheds light on the performance
assessment.>>

For selected variables, a second source of benchmark values uses statistical regression analysisto
establish an expected value for the indicator, controlling for income and regional effects>6 This
approach has three advantages. First, the benchmark is customized to Tajikistan' s specific level

of income. Second, the comparison does not depend on the exact choice of reference group.
Third, the methodology allows quantifying the margin of error and establishing a normal band for
a country with Tajikistan' s characteristics. An observed vaue falling outside this band on the side
of poor performance signals a serious problem. 57

Findly, when relevant, Tajikistan' s performance is weighed against absolute standards. For
example, if the Corruption Perception Index for a given country is below 3.0, thisisasign of
serious economic governance problems, regardless of the regional comparisons or regression
resullt.

54 Income groups as defined by the World Bank for 2005. For this study, the average is defined in terms
of the mean; future studies will use the median instead, because the values are not distorted by outliers.

55 The five-year trends are computed by fitting alog-linear regression line through the data points. The
alternative of computing average growth from the end points produces aberrant results when one or both of
those points diverges from the underlying trend.

56 Thisisa cross-sectional OLS regression using data for all developing countries. For any indicator, Y,
the regression equation takesthe form: Y (or InY, asrelevant) =a+ b * In PCI + ¢ * Region + error —
where PCI is per capitaincome in PPP$, and Region is a set of 0-1 dummy variables indicating the region
in which each country islocated. After estimates are obtained for the parameters a, b, and ¢, the predicted
value for Tagjikistan is computed by plugging in Tgjikistan-specific values for PCI and region. Where
applicable, the regression also controls for population size and petroleum exports (as a percentage of GDP).

57 This report uses amargin of error of 0.66 times the standard error of estimate (adjusted for
heteroskedasticity, where appropriate). With this value, 25 percent of the observations should fall outside
the normal range on the side of poor performance (and 25 percent on the side of good performance). Some
regressions produce avery large standard error, giving anormal band that istoo wide to provide a
discerning test of good or bad performance.



LIST OF INDICATORS

MDG, MCA, CAS Code

EcGovP

OVERVIEW OF THE ECONOMY

Growth Performance

Per capita GDP, $PPP | 11P1
Per capita GDP, current US$ | 11P2
Real GDP growth | 11P3
Growth of labor productivity I 11s1
Investment Productivity - Incremental Capital- I 112
Output Ratio (ICOR)

Gross fixed investment, % GDP I 113
Gross fixed private investment, % GDP I 114

Poverty and Inequality

Human poverty index | 12P1
Income-share, poorest 20% | 12pP2
Population living on less than $1 PPP per day I MDG 12P3
Poverty headcount, by national poverty line | MDG 12P4
PRSP Status | EcGov 12P5
Population below minimum dietary energy I MDG 1251
consumption

Poverty gap at $1 PPP aday I 122
Economic Structure

Labor force structure | 13P1
Output structure | 13P2

Demography and Environment

Adult literacy rate | 14P1
Age dependency rate | 14P2
Environmental sustainable index | 14P3
Population size and growth | 14P4
Urbanization rate | 14P5
Gender

Adult literacy rate, ratio of maeto femae | MDG 15P1
Gross enrollment rate, dl levels, ratio of male to | MDG 15P2
female,

Life expectancy at birth, ratio of male to femae | 15P3

PRIVATE SECTOR ENABLING ENVIRONMENT

Fiscal and Monetary Policy

Govt. expenditure, % GDP | EcGov 21P1
Govt. revenue, % GDP | EcGov 21P2
Growth in the money supply | EcGov 21P3
Inflation rate | MCA 21P4
Overall govt. budget balance, including grants, % | EcGov 21P5
GDP

Composition of govt. expenditure I 21s1
Composition of govt. revenue I 212

Composition of money supply growth I 213



MDG, MCA, CAS Code

EcGovP

Business Environment

Corruption perception index | EcGov 22P1
Doing business composite index | EcGov 22P2
Rule of law index | MCA / EcGov 22P3
Cost of starting a business, % GNI per capita 1 MCA / EcGov 2251
Procedures to enforce contract 1 EcGov 22
Proceduresto register property 1 EcGov 2233
Procedures to start a business 1 EcGov 24
Time to enforce a contract 1 EcGov 255
Timeto register property 1 EcGov 2256
Timeto start abusiness 1 EcGov 2257

Financial Sector

Domestic credit to private sector, % GDP | 23P1
Interest rate spread | 23P2
Money supply, % GDP | 23P3
Stock market capitalization rate, % of GDP | 23P4
Cost to create collateral 1 231
Country credit rating 1 232
Legd rights of borrowers and lenders index 1 233
Real Interest rate | 234

External Sector

Aid, % GNI | 24P1
Current account balance, % GDP | 24P2
Debt serviceratio, % exports | MDG 24P3
Export growth of goods and services | 24PA
Foreign direct investment, % GDP | 24P5
Gross international reserves, months of imports | EcGov 24P6
Gross Private capital inflows, % GDP | 24pP7
Present value of debt, % GNI | 24P8
Remittance receipts, % exports | 24P9
Trade, % GDP | 24P10
Concentration of Exports 1 24S1
Inward FDI Potential Index 1 242
Net barter terms of trade 1 243
Real effective exchange rate (REER) 1 EcGov 244
Structure of merchandise exports 1 245
Trade policy index 1 MCA / EcGov 246

Economic Infrastructure

Internet users per 1,000 people | MDG 25P1
Overdl infrastructure quality | EcGov 25P2
Telephone density, fixed line and mobile | MDG 25P3
Quality of infrastructure —railroads, ports, air 1 2551

Transport, and electricity
Telephone cost, average locd call 1 2552



MDG, MCA, CAS Code

EcGovP

Science and Technology

Expenditure for R&D, % GNI | 26P1
FDI and technology transfer index I 26P2
Patent applicationsfiled by residents | 26P3

PRO-POOR GROWTH ENVIRONMENT

Health

HIV prevalence | 31P1
Life expectancy at birth | 31P2
Maternal mortality rate I MDG 31P3
Access to improved sanitation I MDG 31s1
Accessto improved water source I MDG 312
Births attended by skilled health personnel I MDG 313
Child immunization rate I 314
Prevaence of child malnutrition I 315
(weight for age)

Public health expenditure, % GDP I EcGov 316
Education

Net primary enrollment rate | MDG 32P1
Persistence in school to grade 5 | MDG 32P2
Youth literacy rate | 32P3
Education expenditure, primary, % GDP I MCA/ EcGov 32581
Expenditure per student, % GDP per capita — I EcGov 3232

primary, secondary, and tertiary
Pupil-teacher ratio, primary school I 32S3

Employment and Workforce

Labor force participation rate, females, males, 33P1
total

Rigidity of employment index | EcGov 33P2
Size and growth of the labor force | 33P3
Unemployment rate | 33P4
Agriculture

Agriculture value added per worker | 34P1
Cereal yield I 34P2
Growth in agricultural value-added | 34P3
Agricultural policy costsindex I EcGov 34s1
Crop production index I A
Livestock production index I 34S3

2 Level | —primary performanceindicators, Level |l—supporting diagnostic indicators

b MDG—Millennium Devel opment Goal indicator
MCA— Millennium Challenge Account indicator
EcGo—Major indicators of economic governance, which is defined in USAID' s Srategic Management Interim Guidance to
include * microeconomic and macroeconomic policy and institutional frameworks and operations for economic stability,
efficiency, and growth.” The term therefore encompasses indicators of fiscal and monetary management, trade and exchange
rate policy, legal and regulatory systems affecting the business environment, infrastructure quality, and budget allocations.



